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EDITOR'S NOTES
WOMEN IN THE NEWS
Various news articles in recent days have
made it increasingly clear that women arc
being accepted as professionals and co-workers
in many fields—a woman (only 40) is the new
dean of the University of Southern California
Law School—a men-only “executive flight”
which flew for 17 years between New York and
Chicago has been discontinued because of lack
of passengers (men preferred flying with “so
phisticated women” and the many women who
fly on business today were forced to take other
flights).
In addition, two members of the two
societies who publish this magazine have re
cently taken public office in Kentucky. Miss
Mary Louise Foust, CPA, was elected State
Auditor of Public Accounts and appointed Mrs.
Joyce A. Morse, CPA, as Assistant Auditor.

It is Spring—or should be about the time
you receive this issue. While many of us are
struggling with our own tax returns, we look
forward to longer days (and less work!) and
an opportunity to catch up on much-needed
outdoor exercise, technical reading, and the
world around us.
NEW TAX EDITOR
With this issue, Anne D. Snodgrass, CPA,
assumes the duties of Editor of the Tax Forum
—a challenging task as all accountants wonder
about the impact of the Tax Reform Bill. Both
a lawyer and a CPA, we believe Mrs. Snodgrass
will continue to make this column one of the
"first-read” sections of this magazine.
Mrs. Snodgrass was National President of
ASWA in 1961-1962; she is currently President
of the Dallas Chapter of ASWA, as well as
Treasurer of the National Association of
Women Lawyers.
Mrs. Snodgrass is Assistant Tax Counsel of
Texas Instruments Incorporated—the first Tax
Editor of this magazine, we believe, to come
from the ranks of industry rather than from
public accounting.
We wish to extend the thanks of all readers
of this magazine to Doris L. Bosworth, CPA,
Peat, Marwick, Mitchell & Company, New
York, who served as Tax Editor for 25 issues
of this magazine. Her column was informative,
interesting, and “must” reading for all inter
ested in accounting—whatever their area of
special interest.

ADVERTISING MANAGER
Mrs. Pearl J. Mullvain has accepted the
position of Advertising Manager and as such
will direct the advertising efforts for the
magazine. Her background will, we believe,
enhance the operations of this vital portion of
the magazine.
Mrs. Mullvain is a Director and Publicity
Chairman of ASWA. She assisted in founding
Phoenix Magazine and is Business Manager
and Accountant for that magazine and for
Arizona Wildlife Sportsman.

IN THIS ISSUE
When women accountants get together, the
conversation frequently revolves around the
problems encountered by women in public
accounting—and the stories are myriad and,
this editor believes, often enlarged in re-telling
and distorted by the closeness of the woman
to her particular situation.
For a, hopefully, less biased view, readers
are encouraged to read “Observations Regard
ing Women in Public Accounting” in this
issue, written by a man in the profession.
While this editor does not agree with the
author in all respects, we found the viewpoint
interesting and hope our readers—particularly
those who are considering a career in public
accounting—will also enjoy this look at us.

Apart from knowledge, the two greatest qualities re
quired of a professional accountant are a sense of per

spective and a sense of humor. One, of course, is related

to the other.
"The

Responsibilities

of

the

Chartered Accountant of the

Future," J. R. Harrowell, FCA,

The Chartered Accountant in
Australia, June 1969
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STATISTICS AIDS ACCOUNTING
IN THE DEVELOPMENT
OF PERFORMANCE STANDARDS
When performance differs from budget, the reasons are myriad—and often seemingly
incapable of sound determination. This scholarly article suggests that the proper use
of statistical models may assist management in evaluating performance.
Dr. Virginia L. Huntington, CPA
Tempe, Arizona

The final adoption of a control budget
ordinarily represents the culmination of the
joint efforts of the various levels of manage
ment responsible for its execution. Even so,
performance will not coincide exactly with
standards adopted and a budget variation will
occur; the point at which the deviation be
comes significant is the point of interest, sug
gesting investigation and corrective action.
Appropriate statistical techniques can bring a
greater usefulness to the accounting control
system by supplying a logical, consistent defi
nition of significant deviation, thus forging the
system into a reliable guide for the application
of the principles of ‘management-by-exception.’

trol device, the standards incorporated in the
budget must be attainable. But, standards may
be tight, not too tight, or loose, according to
management philosophy. Some have suggested
that a performance standard should be adjusted
to the individual2 and that a higher rate of
cost reduction is possible in the “discouraged
state” than in the “encouraged state” and fur
ther that . . the rate of budget reduction for
the man who becomes only slightly discouraged
and gives up completely only under extreme
provocation should be calculated to keep him
just short of resignation at all times . . .”3
Whether a particular management policy is
formulated in accordance with these conclu
sions depends upon the basic philosophies
adopted. Under self-motivation theories, in
dividuals responsible for operational cost and
profit results are encouraged to contribute
suggestions and information during budget
construction and then to initiate analysis and
correction of performance in their areas of
responsibility. Under any philosophy, a mini
mum standard usually would be that of sus
taining current performance.

The Nature of Performance Standards
A standard is a basis for comparison, ex
pressed in one of a number of various units
of measure. A performance standard is (1) an
expected result based on actual experience or
(2) a desirable goal to be attained.
The planning and control budgets of a firm
may be stated in terms of either of these con
cepts, depending upon the circumstances and
the philosophies of management. Under some
theories of motivation, the budget becomes a
synthesis of individual responsibilities, at least
partially self-assigned at certain administrative
levels and additive to the over-all goal.1
If a budget is to serve effectively as a con

Subjective Standards
A range of chance deviation may not be
readily definable when standards are set sub
jectively; attempts to locate such a range may
involve intuitive assessment, comparisons with
2Andrew C. Stedry, Budget Control and Cost Behavior
(Englewood Cliffs, New Jersey: Prentice-Hall, Inc., 1960),
p. 40.
3Ibid., p. 33.

1Glenn A. Welsch, Budgeting, Profit-Planning and Con
trol (Englewood Cliffs, New Jersey: Prentice-Hall, Inc.,
1957), pp. 7 and 22.

DR. VIRGINIA R. HUNTINGTON, CPA, is Associate Professor of Accounting at Arizona State
University. She received her AB and MBA degrees from the University of Kansas and earned
her Ph.D. at the University of Texas. Prior to moving to Arizona, Dr. Huntington taught at uni
versities in Kansas, New Mexico, and Texas. Her career in public accounting encompassed
experience on the tax staff of a national CPA firm and as a partner in local CPA firms.
Dr. Huntington has written for this magazine in the past, as well as for professional and
educational publications in Arizona and Ohio.
She is a member of AICPA, the Arizona Society of CPAs, the American Accounting Associa
tion, the American Economic Association, ASWA, and AWSCPA. She is a past president of the
Phoenix Chapter of ASWA and has served on the National Board of Directors of ASWA as a
director and vice president.
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past information, or the employment of sub
jective probabilities. The latter approach is
based on the concept of the budget standard
as the expected performance, i.e. the estimated
mean of a number of possible outcomes under
an assumed set of operating conditions.4
The subjective probability model, properly
constructed, often is amenable to treatment
as a normal probability density function, per
mitting the use of readily available published
tables for the computation of significant devi
ation.5 The parameters of the function are the
mean and the standard deviation; consequently,
both values must be stated in establishing the
budget standard.
. . The supervisor would
estimate the standard deviation by assigning
subjective probabilities to possible variances6
from the budgeted amount. . . .”6
A subjective probability computation may be
more useful in a budgetary control program
than would other types of subjective analyses,
but it should not be employed solely because
of its mathematical dress. The computation is
meaningful if the shape of the adopted prob
ability distribution approximates that of the
empirical distribution. The procedure has the
advantage of producing an interval estimate
rather than a point estimate, thus indicating
that some deviation is to be expected. It has
been suggested7 that, in spite of their limita
tions, subjective probability computations pro
vide for consistency between plan and action.

Objective Standards
When feasible, objective analyses are pre
ferable in the development of performance
standards; the fitting of observed values to
probability functions provides a strong basis
for probability analysis. Under these condi
tions, statistical sampling, regression analysis,
and control chart techniques can facilitate the
interpretation of empirical accounting infor
mation to aid (not supplant) management con
trol decisions.
Even limited observations can provide use
ful inferences concerning a universe. If all ele
ments of a universe have a known probability
of inclusion in a sample, a sample statistic is
an estimator of a universe parameter within
determinable bounds of error. A universe may
consist of any unlimited sequence of obser
vations. Thus, a universe may comprise all

possible observations of performance times
on a shop operation, with an inference con
cerning the universe developed from a limited
number of observations. By drawing a random
sample of workers from a pool or universe
of workers and then drawing a random time
sample of each sample worker’s performance,
a proper basis is provided for the establish
ment of a normal time standard.

Some Reported Experiments
Several interesting and useful statistical
applications in the development of budget
and subsidiary performance standards have
been reported. A survey of the use of statistical
techniques by various government offices8 in
dicated that in addition to a number of
internal auditing programs involving statistical
sampling, several offices had experimented
with applications in the area of financial
budgeting.
A sampling of military pay records enabled
the Office of the Chief of Finance, Depart
ment of the Army,
. . to determine the
validity of selected budget items. . . .”9 The
Bureau of Yards and Docks, Navy Depart
ment, applied projection techniques “. . . to
determine the obligation patterns to meet
expenditure goals . . .”10 and the Federal
Aviation Agency
. . experimented with sta
tistical sampling in determining funding re
quirements lor its Agency Stock and Stores
Program . . .”11
An experimental study of the control of
labor performance described the testing of
labor standards for consistency.12 The inves
tigators found that a certain manufacturing
concern rated labor performance in terms of
the ratio of earned hours (standard hours for
the quantity produced) to actual hours for
each product and in total.13 Daily reports
reached the desks of the plant superintendent
and various officers. Each gave his own in
terpretation to the reports, with the signifi
cance of deviation from standard identified
by one officer as 25% and by the plant super
intendent as 5%.14
To obtain a statistical interpretation of the

8Louis L. Teitelbaum and Norman L. Burton, “Use of
Statistical Techniques by the Government,” JOURNAL OF
ACCOUNTANCY, Vol. 110, No. 5 (November 1960), pp.27
27 and 28.
9lbid., p. 27.
10Ibid., p. 28.
11 Idem.
12Richard M. Gyert and G. Meyers, “Statistical Tech
niques in the Control of Labor Performance,” in Sampling
Techniques in Accounting by Robert M. Trueblood and
Richard M. Cyert (Englewood Cliffs, New Jersey: PrenticeHall, Inc., 1957), Chapter 10.
13Ibid., p. 139.
14Ibid., p. 140.

4Harold Bierman, Jr., Lawrence E. Fouraker, and Robert
K. Jaedicke, “A Use of Probability and Statistics in Per
formance Evaluation,” THE ACCOUNTING REVIEW,
Vol. XXXVI, No. 3 (July 1961), pp. 409 and 410.
5Ibid., p. 410.
6Ibid., p. 412.
7Harold Bierman, Jr., Lawrence E. Fouraker, and Robert
K. Jaedicke, Quantitative Analysis for Business Decisions
(Homewood, Illinois: Richard D. Irwin, Inc., 1961), p. 9.
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the correlation line for twelve months’ sales
and profits figures. The numerical calculations
were made in about a minute and a half and
set up an expected relationship as an aid in
budgeting subsequent operations. The author
suggested that recent changes affecting the
future be factored into the past-experience
base. A change in selling price or a known
future wage increase should be applied retro
actively to adjust the basic data before com
puting the correlation line. The technique
applies only to variable costs and margin. A
variable margin control chart prepared from
the observed values established a prediction
range.
These studies have demonstrated the broad
scope of the application of statistical theory
to the successful solution of control problems.
Each of the reported applications represented
an objective analytical approach to the prob
lems of budgeting and to the development
of performance standards. Large-scale opera
tions or a small one-product organization may
benefit. Control charts were used to give
graphic interpretation to control standards
and to the analysis of performance. Regression
techniques, utilizing the concept of significant
limits, were used to develop predictions of
cost or performance in terms of changes in
volume and to segregate fixed and variable
components in semi-variable costs. Such anal
yses are indeed useful to those who have need
of information for planning and decision pur
poses.

labor performance reports, the investigators
selected two cost centers and constructed con
trol charts on the basis of the daily ratios for
a six-month period. Operations for a succeed
ing period of ninety days were plotted. Close
study showed that unexplained shifts followed
changes in product mix and the investigators
decided that standards on the various products
were not consistently tight. Rank correlation
tests and regression analysis supported their
conclusions.15 In this study, statistical control
chart techniques were applied to daily pro
duction data prepared in the plant on a
total count basis. Each day’s performance was
interpreted as a sample of all possible per
formances. This concept of actual performance
as a sample has been recognized in various
discussions of statistical theory.16
A report on the employment of statistical
techniques in the control of materials wastage17
demonstrated that even a small operation can
benefit from the use of such techniques as
an aid in reducing excessive material costs.
The reported application concerned a lining
operation in the manufacture of wastebaskets.
The initial step in the experimental procedure
was the selection of a random sample of
ten wastebaskets from each day’s production
for ten days. Material quantities in the linings
were priced at standard cost; the average
cost and the cost range for each day entered
into a computation of average cost and
average range for the ten-day period. These
values were used to fix control limits at a
three-sigma level, providing a material usage
standard for the production of subsequent
days.
Plotting of sample cost values showed an
out-of-control situation on the second subse
quent day. Investigation revealed an exces
sive use of glue and heavy-duty tape. Under
the control chart procedure, the supervisor
was able to detect deviations from standard
as they occurred and, through immediate
corrective action, improved his line’s per
formance.
Another report, of a correlation study, re
vealed that the observation of related variables
in pairs through time furnished a standard
expected ratio for prediction purposes.18 The
report described a computer calculation of

A Performance Model
The construction of a model facilitates the
study of a system by defining the system and
expressing the relationships between variables.
In an experimental study, the model is tested
and appraisal leads to revision to reduce the
differences between theory and reality. The
model then serves as a representation of the
system to be utilized for further analysis and
prediction. Traditional budgets and financial
statements serve as a point of departure in
the construction of a more sensitive analytic
model.
The primary function of a budget program
is to aid the planning and control of business
operations. An analytic model may supplement
budgeting efforts by providing an insight into
the variability of operating relationships re
sulting from random fluctuations. Point pre
dictions for planning and control purposes
should be supported by interval predictions
in order that subsequent deviations from an
adopted plan may be interpreted as either
significant or within acceptable limits. The
responsibility pattern of the budget should

15
pp.
Ibid.,146-147.
16W. Edwards Deming, “A View of the Statistical Meth
od,” THE ACCOUNTING REVIEW, Vol. XIX, No. 3
(July 1944), pp. 254-260.
17 Dewey W. Neal, “Cost Control Charts—An Applica
tion of Statistical Techniques,” NAA BULLETIN, Vol.
XL1I, No. 9 (May 1961), pp. 73-78.
18Horace C. Walton, “Profit Control and Measurement
Through Statistical Correlation,” THE CONTROLLER,
Vol. 27, No. 9 (September 1959), pp. 410-411, 430-431.
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Although a summary model is useful as an
over-all review mechanism, the primary con
trol centers are located at subsidiary manage
ment levels. Performance models for depart
mental controls and line controls allow the
detection of significant deviations from stan
dard at the points of occurrence, before an
out-of-control state is reflected in the summary
model. For example, performance models for
the sales function provide for the testing of
the state of control in the various sales regions.
The sales distribution by product group with
in each region is of interest because of the
differences among product groups in variable
margin rates and because of the opportunity
to promote a product through trade promo
tion and advertising.
Product-region variable margin rates in the
summary models and in the sales region
models are parameters to be valued by empiri
cal observations of costs recorded in the
accounting records. Cost accounting data pro
vide the basic information, which is adjusted
to reflect current conditions, e.g. significant
changes in sales price, process, wage rates,
material costs, etc.
The accounting system of the company
must segregate direct costs, i.e. those costs
which fluctuate with changes in volume. Cost
of sales elements must be accumulated by
product group and direct selling expenses by
region. Other items should be accumulated
by product and region if this can be done.
(It may be necessary to allocate some costs
to product groups or regions on the basis of
the ratio of other costs to sales.) The expected
ratio of direct costs to sales for a region is a
function of the sales distribution in the region,
as is also its complement, the over-all variable
margin rate. These rates are assumed to be
constant when they are used as parameters in
the summary profit performance models; any
changes in their values necessitate a new com
putation of the summary model profit standard.
External forces cannot be ignored in the
setting of standards. The sales quantity model
for each product is deficient unless it is
amended according to new market intelligence.
A performance model for the production func
tion should express production quantities in
terms of expected output at a stated capacity.
Control charts for quantities produced and
for the costs of production may be developed
to any desired degree, but physical standards
are most useful for line control. Procurement
prices may be used to relate physical standards
to unit cost standards. A summary model for

be recognized in the analytic model to allow
analysis at the centers of control, consistent
with activities and assigned responsibilities.
The performance model for a manufacturing
company should be a two-part profit model
for the firm, supported by subsidiary models
for various functional activities. The profit
standard is defined in terms of the variable
margin rate and the rate of return on invest
ment; it is an expected result, based on the
average of consistent experience of a repre
sentative sample. Any expected improvements
may be factored into the experience base.
The subsidiary models for the sales function
consist of a profit model and a sales perfor
mance model for each sales region.
The models are constructed in symbolic
form and in control chart form. The control
standard, or central line of the control chart,
represents a normal standard, based on recent
past experience. The control limits may be
defined at two standard deviations from the
mean or central control line. The two-sigma
limits, above and below the mean, represent
specified limits of chance deviation. Assuming
a normal probability distribution, there is less
than a .05 probability that random variable
values would exceed these limits. Therefore,
there is a high probability that an assignable
cause can be located for extreme values when
subsequent operations are plotted on the chart.
The traditional budget standard is a singlevalue standard or, in some instances, several
single-value standards specified for several
possible activity levels. These single-value
standards do not provide for the interpreta
tion of possible fluctuations around the speci
fied budget amount, although such fluctua
tions should be expected. The control chart
standard, on the other hand, does recognize
the existence of such fluctuations and provides
an interval standard which defines the limits
of standard performance as the probability
limits of random, non-controllable fluctua
tions. The interval standard permits the seg
regation and the reporting of exceptional de
viations; the costs of investigation may be
restricted to the costs of investigating excep
tional performance. If a trend develops within
the control limits (evidenced by an extended
run of values on one side of the control line
or in one vertical direction) indicating a
change in the nature of the operation, in
vestigation should be extended to include this
situation.
The performance models will be guides for
the analysis of operations. The charts will be
incorporated into a control-reporting system
which calls attention to out-of-control situa
tions in need of investigation.

(Continued on page 19)
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OBSERVATIONS REGARDING
WOMEN IN PUBLIC ACCOUNTING
A male in public accounting takes a frank look at the subject of women in the profession.
Johnny A. Danos, CPA
New Orleans, Louisiana

The purpose of this paper is to relate what
the writer has observed of the problems en
countered by women in the public accounting
profession and, conversely, of the problems
posed to the public accounting firm by the
increasing number of women employed by it.
Because these comments relate to problems,
they will unavoidably have a negative tone;
but while the problems are numerous, the
opportunities are becoming increasingly great.
A state of perfect equality is not at hand or
foreseeable, but the climate for professional
opportunity for women is steadily improving
and the accounting field is no exception. Be
cause these remarks relate to the personal
observations of the writer, they pertain to
problems faced by the young lady employed
by the national public accounting firm today.
This necessarily results from the fact that the
writer’s experience has been entirely with a
national firm.
The basic problem faced by a female in
the professions is that she is operating in an
environment created by and for males. The
key to her success is in acclimating to the
environment in which she finds herself. The
female accountant cannot expect to significant
ly change the mores of the profession, but
must conform her behavior to that expected
of the professional man.

their male counterparts. Whereas, there cer
tainly is opportunity today, it is not yet an
“equal” opportunity. It is no secret that, all
other things being equal, most college re
cruiters will select male over female for a
given staff position. Why? Is the public ac
counting firm prejudiced? Does it feel that
women can’t do the job? No, but the firm
has made a business decision — a decision
based on what it believes to be factual ex
perience.
Up to now the public accounting firm has
felt that the chances of retaining the female
accountant over the long term are less than
that of retaining the male accountant. The
result of this thinking is to cause many young
ladies with better than average, but less than
superlative, records to be passed over for the
better positions. You could say that Suzie
has one strike against her before beginning
the interview. Her qualifications are going to
be discounted because of her sex. She can
and often does overcome this by displaying
above normal desire and personality. Even in
today’s sellers’ market for top accounting
talent, the young lady may not be given the
benefit of the doubt. She must convince the
recruiter that she is serious about her chosen
profession; that while she may get married
someday, she plans to continue her career.
The recruiter must be assured of this prior
to making her an offer of employment.

Getting the job
The first difficulty encountered by a young
lady in the public accounting profession is
getting into it to begin with. Of course, with
the Civil Rights Act, presidential decrees,
state laws, etc., we are told that women have
an “equal” opportunity for employment with

Indoctrination
Suzie — using her straight A average, bub
bling personality, and sweet smile — gets a
job offer from a public accounting firm.
A very difficult period in any public ac

JOHNNY A. DANOS, CPA, is a Manager in the New Orleans office of Peat, Marwick, Mitchell
& Co. He received his BBA degree from Loyola University (New Orleans) in 1961.

Mr. Danos is a member of AICPA and the Louisiana Society of CPAs.

This article is adapted from a speech given to a joint meeting of the New Orleans Chapter

of ASWA and the New Orleans Chapter of the Louisiana Society of CPAs.
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Most female staff members feel that few
insurmountable problems arise during their
assistantship insofar as relations with staff
males are concerned. By and large, the male
senior gets along very well with his female
assistant. This is probably explainable because
what is considered to be the natural relation
ship between man and woman has not been
disturbed. As one young lady put it, “his
masculinity is not challenged as long as you’re
assisting him.” When the role is reversed,
problems often arise. It takes more than
normal poise and tact for the lady to make
the transition from junior to senior. The male
simply doesn’t want to be criticized, corrected,
or supervised by a female. The female accoun
tant must overcome this attitude in order to
succeed.

countant’s career is the first few weeks on
the job — the indoctrination period. During
this period being a female can be a problem.
It is natural for the new group of assistant
accountants to band together to compare notes
as to what they have learned of the firm, the
job, the personalities, and, generally, the lay
of the land. A female is likely to be excluded
from such “bull” sessions and, thus, can miss
an important part of the indoctrination process.
More important, in the first few months on
the job the assistant accountant must rely
heavily on his senior or supervisor’s feedback
in order to know how he’s doing. This line
of communication, so vital to the progress of
the assistant, is sometimes hampered by the
differences in sex, especially if the lady ac
countant in any way indicates that she is
likely to react emotionally to criticism or sug
gestions. The best criticism is offered to
people who take it best. Rightly or wrongly,
men feel that women are too emotional in the
face of criticism. Suzie has to make a special
effort to maintain a calm professional attitude
at this stage of the game.

Area of specialization
As a practical matter, the female accountant
tends to go into tax work as opposed to audit
or consulting. Some maintain this is caused
somewhat by the tedious and “picky” nature
of tax work but it is more probably the result
of the fact that audit and consulting work
require more travel and running about. While
young lady accountants will insist that they
will persevere in the audit department come
high water or jealous husbands (or both), the
fact of the matter is, they don’t. It would
appear that most women contemplating mar
riage and accounting have determined that a
tax department job affords maximum oppor
tunity for professional development with a
minimum imposition on family life.

On the job
The new female accountant may feel that
she is sometimes treated as an oddity and is
sometimes the subject of cute remarks; but
when the situation is properly handled, she
is accepted by the client with few questions
asked. A frequent complaint of the female
assistant is that the senior attempts to make
excuses for her being there. While there is
undoubtedly a right and a wrong way to
introduce the client to a female accountant,
it is also true that every accounting firm has
a few clients who will not accept the female.
The problem here is that of the firm — first
in recognizing such clients and then in edu
cating them. Failing to educate the “anti
woman” client, the firm can do little but
attempt to avoid embarrassing its female ac
countants. Once Suzie is on the job, she must
learn to cope with client situations; it would
seem she faces no greater or lesser problems
than the male assistant. The big obstacle to
be overcome at this stage is the natural re
luctance of many clients to accept new ac
countants regardless of sex. Suzie should real
ize, however, that because of her sex her
actions will tend to draw extreme reactions.
If she is good, she’ll be considered very, very,
good; if bad — horrid.

Travel
Up to now the comments on the travel
problem relate to Suzie and her husband, but
the accounting firm finds itself with more
problems than just those created by hubby.
The firm often finds itself in the position of
“damned if you require Suzie to travel, and
damned if you don’t.” Males on the staff will
certainly frown on any special concessions to
Suzie; and their wives frown on Suzie going
out of town with their husbands. Fortunately,
in this enlightened age, the problem is fast
disappearing as firms realize that the only
solution is to count on the maturity and judg
ment of their staff accountants to handle this
in a professional manner (and on the male to
pacify his wife).
(Continued on page 19)

Whether or not we will have the opportunity to participate in solving future problems will be de
termined by how we deal with the present ones.
Ray R. Eppert, TRUSTEE,
December 1968
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AUTOMATED DATA PROCESSING
PART II
The author traces a very simple accounts receivable application from a manual
operation to a punched card operation.
Dr. Patricia L. Duckworth, CPA
Denver, Colorado

In this segment, we will trace a very simple
accounts receivable application from a manual
to a punched card application.
The manual system works in this manner —
the sales invoice is entered in the sales journal
and the accounts receivable ledger is updated
daily; the sales journal is accumulated and
at the end of the month it is totaled and posted
to the general ledger. The cash receipts are
entered in the cash receipts journal and the
receipt of cash is posted daily to the accounts
receivable ledger. The cash receipts journal
is accumulated and at the end of the month
it is totaled and posted to the general ledger.
The balance in the accounts receivable ac
count in the general ledger is checked against
the balance of the accounts receivable ledger.
If it is in agreement, the statements are pre
pared and mailed to the customers. '

scribes data to the card starting in the upper
left corner of the source document, then across
and down, following the characteristic mode
of reading. Thus name or other identification
fields frequently are found on the left side
of a card, and specific quantities and dollar
amounts are found on the right side.”4 Since
machines analyze by columns without regard
to what is in them, the same columns must
be used for specific fields.
Procedures
After the cards are designed, the following
procedures could be used.
1. A master card is prepared for each
customer’s account. This master card will con
tain the name, address, customer’s account
number, and other desired information.
2. Detail cards are punched on the key
punch and verified on the verifier. This detail
card will contain the customer’s account num
ber, the description, the quantity, and the
price. If a calculator is included in the unit
record equipment, the punched cards can be
inserted in it and the calculator will do the
multiplication and punch the total on the
same card; or quantity could be multiplied
by price before key punching and inserted
on the card by the key punch operator.
A check can be provided at this point. A
total can be taken of the number of units
sold per shipping orders and a grand total of
all units sold established. The detail cards
can be run through the tabulator with print
ing suppressed and the quantity sold field
added. These totals must agree.
3. Each day the master cards are merged
with the detail cards on the collator. The new
deck is run through the tabulator and, by
using the proper control panel, a sales journal

Design
A mechanical punched card installation pre
sents both problems and advantages. Each
type of card must be carefully designed. The
card is arbitrarily divided into fields. These
fields are merely consecutive columns reserved
for storing a specific unit of information. The
length of a given field varies with the size
of the unit of information it contains — it
can be as small as one column or as large as
80 columns. If one field is to record customer
numbers and there are less than 10,000 cus
tomers, four columns (9,999) would need to
be reserved (only numbers, not commas, are
punched).
It is necessary to determine what informa
tion is to be recorded on various types of
cards and where this information should be
placed on the cards. A major basis for assign
ing fields is convenience in transcribing data
from the source document to the card.
McCarthy states, “An operator usually tran

4E. Jerome McCarthy and J. A. McCarthy, Integrated
Data Processing Systems (New York, New York: John
Wiley & Sons, Inc. 1966), p. 90.

This is the second in a series of articles designed to instruct the accountant whose knowledge of auto
matic data processing is limited. The first article appeared in the January 1970 issue of this magazine.
The next installment will concern itself with electronic equipment.
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with one line for each customer, as well as duced and procedures could be extended. The
total credit sales, is printed. If the invoices original sales detail cards could be duplicated
are to be prepared by the accounting ma in the reproducer and the duplicate deck in
chine, the same deck can be run through the terpreted by the interpreter. This deck has
tabulator (with a different control panel) with many uses. It can be sorted and re-sorted
invoice forms inserted on the accounting ma to yield analysis of sales by product, territory,
chine. If the reproducing punch is connected salesman, or in any combination that is useful
to the accounting machine, summary punch to management. It is possible to prepare the
ing can be done as invoices are being printed. sales invoice on a typewriter and have cards
The machine will print whatever is on the punched at the same time.
cards and whatever was programmed by using
Whether a manual or a punched card system
the control panel. Upon completion of the is used, a major purpose of the accounts re
invoice run, the total units invoiced are ceivable application is to keep an accounts
checked against the previously established receivable ledger and to provide information
grand total of all units shipped. If the totals for customer statements. However, the punched
agree, the invoices are mailed to the customers. card system does more. It is an integrated
4. The decks are then separated by using system. Information once captured on a card
a sorter; the master deck is filed, the summary is used many times. Information required for
deck merged with the accounts receivable one system is also required for another system.
deck, and the detail deck used for inventory For example, the quantity of items ordered
deletion.
by a customer is required not only in the
5. A detail card is punched for each cash customer order and billing system but also
receipt ticket. Each card must contain the in the sales information and in the inventory
customer account number as well as the amount control systems. If the data required for more
of cash received.
than one system can pass automatically from
6. This detail deck is merged with the
one system to another — in this example,
master deck in the collator. The new deck from the customer order and billing system
is run through the tabulator; by using the to the sales information system and to the
proper control panel, a printout is obtained. inventory control system — the system is said
This printout or cash receipts journal contains to be integrated.5
In a narrow sense, the many sales, inven
one line for each payment as well as total
daily receipts.
tory, and other management reports may be
7. The decks are then separated by using considered by-products of the financial record
the sorter. The master deck is filed and the keeping system, since the same cards are used
detail cards merged with the accounts re to produce all the reports. In a larger system,
ceivable deck.
however, assisting operating management in
8. To balance the accounts receivable for its decision-making justifies an integrated
the day, the accounts receivable deck can be punched card data processing installation.
run through the tabulator with printing sup Reports can be made available that were
pressed. Receipts are noted by a special punch, previously considered impractical. Moreover,
so that all sales are added and receipts sub these reports are available weekly and even
tracted from beginning balances. If the con daily — management can see problems in time
trol panel is properly wired, the printout will to correct them. In today’s competitive busi
contain totals of beginning balances, sales, ness world, it is hard to overstate the ad
receipts, and ending balances. These may be vantages of knowing your problems in time to
checked against the sales and cash receipts take action.
journals previously prepared by the tabulator.
An integrated system also does more. It
9. At the end of the month, the sales journal tends to lower the fences sometimes raised
and the cash receipts journal can be totaled between the traditional functional areas of
business. Accounting is drawn together with
and posted to the general ledger.
10. To prepare customer statements, the sales, finance, and production so that each
accounts receivable deck is merged with the can better serve and work with the others.
In other words, integrated data processing
master deck and run through the tabulator.
11. A printout can be prepared for an helps integrate management.6
accounts receivable ledger. Cards can be
punched by the reproducing punch with a
5 Beryl Robichaud, Understanding Modern Business Data
new beginning balance.
Processing (New York, New York: McGraw-Hill Book
Company, 1966), p. 169.
6 McCarthy and McCarthy, Integrated Data Processing
Systems, p. 263.

By-Products
Innumerable modifications could be intro

(Continued on page 19)
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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

Content of Statement
General
The Statement concludes that the auditor
would be well advised to consult with an
attorney when the auditor encounters the cir
cumstances to which the Statement may apply
because of legal implications which may be
involved in actions contemplated by the State
ment, including, for example, the possible
effect of state statutes regarding confiden
tiality of auditor-client communications.
It states that when an auditor becomes
aware of information which relates to financial
statements previously reported on by the audi
tor, but which was unknown to the auditor
at the date of the auditor’s report, and which
is of such a nature and from such a source
that the auditor would have investigated it
had it come to the auditor’s attention during
the course of the audit, the auditor should,
as soon as practicable, undertake to determine
whether the information is reliable and
whether the facts existed at the date of the
auditor’s report. It provides that the auditor
should discuss the matter with the client at
whatever management levels the auditor
deems appropriate, including the Board of
Directors, and request cooperation in what
ever investigation may be necessary.
The Statement lists specific procedures to
be followed by an auditor after the auditor
concludes as a result of investigation that the
audit report would have been affected if the
information had been known to the auditor at
the date of the audit report and had not been
reflected in the financial statements, and the
auditor believes there are persons currently
relying, or likely to rely, on the financial
statements who would attach importance to
the information. With respect to the latter,
the Statement indicates that consideration
should be given, among other things, to the
time elapsed since the financial statements
were issued.

The Committee on Auditing Procedure of
the American Institute of Certified Public
Accountants has issued Statement on Auditing
Procedure No. 41 — Subsequent Discovery of
Facts Existing at the Date of the Auditor’s
Report. This Statement was adopted unani
mously by the 24 members of the Committee,
which is the senior technical committee of the
Institute designated to issue pronouncements
on auditing matters. Issuance of the Statement
was prompted by legal actions against certi
fied public accountants involving its subject
matter.
Purpose of Statement
As indicated in the Statement, its purpose
is to establish procedures to be followed by
the auditor who, subsequent to the date of the
auditor’s report upon audited financial state
ments, becomes aware that facts may have
existed at that date which might have affected
the report had the auditor then been aware of
such facts. Previous pronouncements of the
Committee do not deal with this subject.
The Statement indicates that its issuance
is not intended to suggest that, after an
auditor has issued a report, the auditor has
any obligation (excluding the auditor’s obli
gation with respect to audited financial state
ments included in registration statements filed
under the Securities Act of 1933) to make
any further or continuing inquiry or to per
form any other auditing procedures with re
spect to the audited financial statements
covered by that report, unless new information
which may affect the auditor’s report comes
to the auditor’s attention.
Further, the Statement does not apply to
situations arising from developments or events
occurring after the date of the auditor’s re
port; neither does it apply to situations where,
after issuance of the auditor’s report, final
determinations or resolutions are made of
contingencies or other matters which had been
disclosed in the financial statements or which
had resulted in a qualification in the auditor’s
report. The Statement establishes procedures
which go beyond current practice; it is not
intended to be retroactive.

Procedures to be Followed
The Statement says that the auditor should
advise the client to make appropriate dis
closure of the newly discovered facts and their
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impact on the financial statements to persons
who are known to be currently relying, or
who are likely to rely, on the financial state
ments and the related auditor’s report. De
pending upon the circumstances, such pro
cedures would be as follows:
1. If the effect on the financial statements
or auditor’s report of the subsequently
discovered information can promptly be
determined, disclosure should consist of
issuing, as soon as practicable, revised
financial statements and auditor’s report.
The Statement provides that the reasons
for the revision usually should be described
in a note to the financial statements and
referred to in the auditor’s report and that,
generally, only the most recently issued
audited financial statements would need
to be revised, even though the revision
resulted from events that had occurred in
prior years.
2. If issuance of financial statements accom
panied by the auditor’s report for a sub
sequent period is imminent, so that dis
closure is not delayed, disclosure of the
revision can be made in such statements
instead of reissuing the earlier statements.
3. If the effect on the financial statements of
the subsequently discovered information
cannot be determined without a prolonged
investigation and the issuance of revised
financial statements and auditor’s report
would necessarily be delayed and it appears
that the information will require a revision
of the statements, appropriate disclosure
would consist of notification by the client
to persons who are known to be relying, or
who are likely to rely, on the financial
statements and the related report that they
should not be relied upon, and that re
vised financial statements and auditor’s re
port will be issued upon completion of an
investigation. If applicable, the client
should be advised to discuss with the
Securities and Exchange Commission, stock
exchanges, and appropriate regulatory
agencies the disclosure to be made or other
measures to be taken in the circumstances.
The Statement provides that the auditor
should take whatever steps the auditor deems
necessary to obtain satisfaction that the client
has made the necessary disclosures.
It states that if the client refuses to make
the above-described disclosures the auditor

should notify each member of the Board of
Directors of such refusal and of the fact that,
in the absence of disclosure by the client, the
auditor will take steps to prevent future re
liance upon the auditor’s report. The State
ment notes that the steps that can appropriate
ly be taken will depend upon the degree of
certainty of the auditor’s knowledge that there
are persons—persons who would attach impor
tance to the information—who are currently
relying, or who will rely, on the financial
statements and the auditor’s report and upon
the auditor’s ability as a practical matter to
communicate with them.
The Statement provides that, unless the
auditor’s attorney recommends a different
course of action, the auditor should take the
following steps to the extent applicable:
1. Notification to the client that the auditor’s
report must no longer be associated with
the financial statements.
2. Notification to regulatory agencies having
jurisdiction over the client that the audi
tor’s report should no longer be relied upon.
3. Notification to each person known to the
auditor to be relying on the financial state
ments that the auditor’s report should no
longer be relied upon.

The Statement indicates that, when it is
impracticable for the auditor to give appropri
ate individual notification to stockholders or
investors at large, notification to a regulatory
agency having jurisdiction over the client will
usually be the only practicable way for the
auditor to provide appropriate disclosure. Such
notification should be accompanied by a re
quest that the agency take whatever steps it
may deem appropriate to accomplish the
necessary disclosure. The Securities and Ex
change Commission and the stock exchanges
are considered to be appropriate agencies for
this purpose as to corporations within their
jurisdictions. The Statement provides guide
lines as to the content of any disclosure to be
made by the auditor when the client refuses
to make disclosure.
Applicability
The concepts embodied in the Statement are
not limited solely to corporations but apply in
all cases where financial statements have been
examined and reported on by independent
auditors.

Progress is seldom the result of continued travel over familiar roads.

Charles M. Ewell, Jr., TRUSTEE,
January 1969
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor
Texas Instruments Incorporated
Dallas, Texas

MULTISTATE TAX COMPACT
The October 1967 Tax Forum reviewed
some of the more important features of the
Multistate Tax Compact which at that time
had been introduced in approximately one
half of the state legislatures. Since that time
18 states have adopted the Multistate Tax
Compact and have become regular members
of the Commission created under the Compact
to make recommendations for simplicity and
uniformity in the various state laws and to
issue rulings and regulations to the states for
their adoption. The states now under the
Compact are Arkansas, Colorado, Florida,
Hawaii, Idaho, Illinois, Kansas, Missouri, Mon
tana, Nebraska, Nevada, New Mexico, North
Dakota, Oregon, Texas, Utah, Washington,
and Wyoming. In addition, 14 states have
joined the Commission as associate members—
Alabama, Alaska, Arizona, California, Indiana,
Louisiana, Massachusetts, Michigan, New York,
Pennsylvania, South Dakota, Tennessee, Vir
ginia, and West Virginia. Because of the im
pact this is now having on state tax matters,
it seems appropriate to review the action
taken by the states and by the Commission
since 1967 and also to review some of the
problems which exist.
The most significant of the Compact pro
visions is that relating to the allocation and
apportionment of income for state tax pur
poses. Under the Compact provisions, a tax
payer whose income is derived from activities
in more than one state can elect to apportion
and allocate his income under the existing
state laws or, alternatively, he can use the
allocation and apportionment formula set out
in the Uniform Division of Income for Tax
Purposes Act. The Uniform formula provides
for the specific allocation of certain types of
financial income to the jurisdiction of the tax
payer’s business domicile or to the jurisdiction
in which the property giving rise to the income
is located. Examples of income specifically
allocated are dividends, rents and royalties,
and gains from the sale of capital assets. All
other income is apportioned among the juris
dictions through the use of a three-factor
formula based on the ratio of sales, property,

and payroll within the state to sales, property,
and payroll everywhere.
In applying the apportionment formula
under the Uniform Act, the only factor which
creates substantial confusion for the large mul
tistate taxpayer is the sales factor. Sales are
generally attributed to a state on a destina
tion basis, but there are two exceptions. Sales
are attributed to the state from which the
shipment originated (1) when the U. S. Gov
ernment is the purchaser and (2) when the
purchaser is located in a state where the seller
is not taxable. The seller is clearly taxable
in a state if he is subject to a net income
tax, a franchise or capital stock tax, or a
franchise tax measured by net income. The
Uniform Act provides that the seller is also
taxable in a state if the state has jurisdiction
to tax, but simply has not exercised its juris
diction. This will depend upon the taxing
statutes of the state and the extent of the
taxpayer’s activities in the state.
If a corporation’s only activity in the state
is the solicitation of orders for the sale of
tangible personal property, the state’s power
to impose any kind of a net income or fran
chise tax is limited by a federal law. Since
the state is powerless to exercise its jurisdic
tion in this case, the corporation would prob
ably not be taxable in the state for the purpose
of the Uniform Act. However, if the corpora
tion has a sales office in the state from which
sales are solicited the state may impose a net
income tax which is fairly apportioned, but
not a tax on the privilege of doing business
in the state. Even though some so-called privi
lege taxes are measured by net income and
are fairly apportioned, they cannot be im
posed on corporations engaged exclusively in
interstate commerce. If the corporation is
exempt from tax because the state tax is
classified as a privilege tax, then the corpora
tion would be considered to be taxable for
the purpose of the Uniform Act, as the state
could exercise its jurisdiction to tax by chang
ing the imposition of the tax. The State of
New York changed its corporation franchise
tax law in 1969 to accomplish this very pur
pose.
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Another area of confusion in applying the
sales factor under the Uniform Act is the
treatment of sales to the U. S. Government.
Most states which have adopted the Uniform
Act (and this includes many not under the
Compact) have adopted the language which
attributed Government sales to the state of
origin of the shipment. However, some states
have excluded this particular provision and,
therefore, sales to the Government are at
tributed on a destination basis. A notable
example is Virginia, which has many Govern
ment installations and comparatively little
industry. This means that a California manu
facturer selling to a U. S. agency in Virginia
will have to attribute such sales to both states.
The Compact requires substantial adoption
of the Uniform Act, or else the taxpayer is
permitted to compute his taxable income under
the Act. The question arises as to whether
this type of exception is considered substantial
by the Commission. There is some indication
that this is not considered a substantial de
parture; however, it is clear that the result
is double taxation, which the Compact seeks
to avoid.
Most of the states in the Compact have
adopted the Uniform Act for apportionment
purposes. In these states the taxpayer has no
election to make. Colorado and Missouri have
different formulas of long standing and permit
taxpayers to use the Uniform formula as an
alternative. Colorado uses a two-factor formu
la based on sales and owned property, and
Missouri uses a one-factor formula based on
sales only.
A significant accomplishment of the Com
mission in the area of sales and use taxes is
the adoption of the following uniform juris
dictional standard which has been recom
mended as a provision in each state’s sales
and use tax law:
“A vendor is required to pay or collect and
remit the tax imposed by this Act if within

this state he directly or by agent or other
representative
I. Has or utilizes an office, distribution
house, sales house, warehouse, service enter
prise or other place of business, or
2.
Maintains a stock of goods, or
3. Regularly solicits orders whether or not
such orders are accepted in this state, unless
the only activity is solicitation by direct mail
or advertising via newspapers, radio or tele
vision, or
4. Regularly engages in the making of house
hold deliveries of property in this state other
than by common carrier or U. S. mail, or
5. Regularly engages in any activity in
connection with the leasing or servicing of
property located within this state.”
The standards adopted reflect generally the
United States Supreme Court decisions re
lating to the power of the states to require
collection of sales and use taxes. They are
much less stringent than the standards which
some of the states have attempted to apply
and, therefore, should not be subject to any
serious criticism by the business community.

TAX REFORM BILL
The Tax Reform Bill was signed by the
President only three days before it was neces
sary to send this issue to the printers. Un
fortunately, it was too late for accurate cov
erage in this issue. However, several columns
will be devoted to some of the extensive new
provisions which will take effect in 1970 and
1971. Special attention should be given to
this new tax law by every member of the
accounting profession, as there are many pro
visions which will have long-term impact on
some types of transactions. It is easy to fall
into expensive traps during a transition period
with a tax bill of this magnitude. Through
careful planning, some of the pitfalls might be
avoided.

SMALL BUSINESSMEN CAN BRACE FOR MORE "ASSISTANCE" FROM THE I.R.S.
Independent retailers and other small companies present the most acute problem of "noncompliance,"
I.R.S. Commissioner Thrower finds. Many times, a failure to pay taxes due is inadvertent, he believes.
It springs from inadequate accounting, rather than dishonesty. "Where records are poor, bookkeeping
is poor, and we frequently find that accounting for tax purposes is poor," Thrower says.
"We all recognize that this is an area where our assistance has to be increased," he declares,
sympathizing that finding reasonably priced accounting talent is a major problem for many small firms.
Thrower has held preliminary talks with the Commerce Department on fresh forms of Federal help, he
reports. He also would like to see coordinated efforts by state and local governments, as well as
Federal agencies, to reduce "the amount of paper work imposed on small businessmen."

WALL STREET JOURNAL,
November 5, 1969
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REVIEWS
Writings in Accounting
DR. MARIE E. DUBKE, CPA, Editor
Memphis State University
Memphis, Tennessee

“OUR OVERHEADS ARE OVERHIGH,” C.
Northcote Parkinson, MANAGEMENT AC
COUNTING, November 1969, Volume LI,
Number 5.
This short article is one of the best written,
most entertaining, and easily read articles
which this reviewer has seen recently in a pro
fessional journal. Mr. Parkinson is author of
Parkinsons Law and numerous other books
and articles.
The subject of the article is fluctuations in
the office work load. He contends that the
office work force is established to cope with the
peak load. This means that the staff must dis
guise its idleness a good part of the time.
“Make work” projects are both demoralizing
and costly. He suggests that the policy should
be to relate the permanent work force to the
minimum work load. Temporary help could
handle the difference between minimum and
peak loads at a much lower cost.
New techniques such as the telegraph, tele
phone, teleprinter, and computer have enabled
centralization of control; and this has brought
the problem of an increased work load. Attempt
to control branches or divisions will render a
head office administratively self-sufficient. “It
can keep busy by reading its own internal
memoranda. It can live upon the paper it
produces.”
A related problem is “the paper flood” which
is easier to start than to stop. A report needed
for only one month or one period becomes
routine and, while it may make work for a
slack period, it increases the work load for
the peak period.
Parkinson does not offer much in the way of
solutions for these problems. He merely alerts
us to the facts. The implication is that if the
company could find it possible to control office
work by limiting the office staff to that required
to do the necessary minimum work load (em
phasis is the reviewer’s), the increased work
load and paper flood might be somewhat
lessened. He suggests the “working wife with
part-time job” could bridge the gap between
the minimum and maximum work load and
“bring economy to the office and contentment
to the home.” If business took the article
seriously, we would be in the midst of another
revolution!
M.E.D.

“THE RIG DEFENSE FIRMS ARE REALLY
PUBLIC FIRMS AND SHOULD BE NA
TIONALIZED,” John Kenneth Galbraith, THE
NEW YORK TIMES (Magazine Section), Sun
day, November 16, 1969.
The author, Harvard Professor of Economics
and former envoy to India, expresses the deep
ly relevant thought that our defense firms
should be turned into de jure (lawful) public
firms from the de facto (functioning without
legal right) status they have attained.
At the considerable risk of the outcry “so
cialism,” Mr. Galbraith, upon release of the
findings of a subcommittee headed by Senator
William Proxmire looking into the economics
of the defense industry, has posited that such
de facto defense firms are indeed public enter
prises supported by government funds and that
de jure recognition is entirely in order. To
protect the stockholders in these giant defense
businesses, Galbraith suggests that the common
stock be valued at market rates well antedating
the takeover and that the stock and the debt of
such corporations be assumed by the Treasury
in exchange for government bonds. In essence
such companies would function as publicly
owned, nonprofit corporations.
We may well ask what advantages there
would be to the people of the United States
by such “recognitions” or “takeovers.” What
we are concerned about is the truth concerning
controls, spending, ownership, and influence
on the Pentagon and its influence on private
enterprises.These real problems cannot be re
solved easily and, further, we cannot turn back
to the antiquated philosophy of the arms race
to create the needed resolutions.
To support his opinion, Mr. Galbraith
states that he personally has been told of the
misuse of the nation’s resources. Cost over
runs in military contracts are concurrent with
bad technical performances of such contracted
products in the recent weapons systems.
“Burgeoning in the cold war years, big
specialized defense contractors are able to
combine all the comforts, including the classic
inefficiencies, of socialism with all the rewards
and immunities of private enterprise. And,
given the liberal caution of such times, no
one mentioned it.”
The 100 largest contractors did 67.4% of
the defense business in 1968, and one-third
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“WIDGET PRICING,” Peter F. Morris, MAN
AGEMENT ACCOUNTING, December 1969,
Volume LI, Number 6.
This short three-page article contains some
ideas and techniques which may be utilized
by the accountant in aiding the small business
man in decision making concerning product
pricing and maximization of profit.
Mr. Morris uses the direct costing technique
to determine the profit to volume ratio for a
single product. He also analyzes the invest
ment required for production of this product
in order to compute return on capital em
ployed. In his example, he is attempting to
set a price which will reduce the return on
capital employed. (This seems to be contrary
to what most companies would consider a
goal; but, of course, his analysis could be
used to work in the opposite direction.)
Provided that the company can effectively
forecast a schedule of units which would be
sold at varying selling prices (price sensitivity
schedule) the total sales, direct costs, and
margin can be forecast by plotting the margin
versus the selling price/volume forecast. The
optimum contribution to fixed costs can be
determined.
The author docs not state, but it should
be obvious to the reader, that the change in
volume produced may affect the receivables,
inventories, and plant required to produce
that volume. Should the change in total in
vestment be significant, this will, of course,
affect the return on capital employed. Exhibits
3 and 4, while interesting, both assume a
stable price over various levels of production.
Therefore, these are totally invalid and add
nothing to the first two exhibits which are
helpful tools for management analysis.
Mr. Morris has obviously published a speech.
The article badly needs rewriting to make
it flow more smoothly. The significance of the
article is the idea and the examples which it
contains which might be helpful in conveying
information to those who prefer charts and
graphs to budgets presented in tabular and
the classic financial form.
M.E.D.

of this two-thirds’ share of the pie was being
cut by a handful of corporations.
As we all know, in truly private enterprises,
capital (working and fixed) is privately owned.
But large defense contractors use an estimated
13 billion dollars worth of nationalized plants
and equipment (fixed capital) and govern
ment-provided working capital. The latter, in
the form of interest free “progress” payments
on contracts, depend, broadly speaking, on the
need for the capital rather than on the progress
toward completion of the contract. In fiscal
1968, according to Mr. Galbraith, only about
one-tenth of the defense contracts were sub
ject to competitive bidding. A shade under
60% were awarded after negotiation with con
tractors who were the only source of supply.
Here, no other firm could compete. There
was no market the government could turn to.
Bureaucracy sat down with bureaucracy and
“worked things out” — one depending entirely
on the other. Where is the incentive here to
keep costs down?
In private bidding, private enterprise is
told of a particular need and given specifica
tions. These corporations do not enter into
the invention of such need. The defense con
tractor, we are led to believe from this
article, shares in the task of defining or in
venting public need and forming the policy
which creates the requirement. They propose
new weapons and weapons systems, then per
suade the Pentagon as to the need. As a per
sonal observation, this reviewer believes gen
eral managers of such defense contractors
have strong views on requirements. This is
how they obtain new business. Also, what
quarrel would the Government have with a
big taxpayer, even if such strong views on
missiles, antimissiles, and other arms do lead
to frozen bureaucratic views which are never
publicly aired at their conception? Such can
and do lead to formation of foreign policy
and the weapons systems that serve that tax
payer’s need and desire to produce.
“By making these firms full public corpo
rations, one would substantially civilize their
incentive structure.” Efficiency would be the
prime test of success — not earnings, sales,
and prospects for growth. The disclosure of
the prospect of these firms’ attaining full
public status might induce corporations to
diversify if they feared such an outcome. John
Galbraith believes the resulting reduction in
dependence on defense business might reduce
resistance to arms agreements and disarma
ment.
Anne R. Dudley
D. A. LePine & Co., Inc.

Today is the first day of the rest of your life.
Elmer G. Leterman
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STATISTICS AIDS ACCOUNTING IN THE DEVELOPMENT
OF PERFORMANCE STANDARDS

(Continued from page 8)
the production function may include a profit
indicator for the function by translating pro
duction quantities into potential sales dollars
at list price and by applying a parameter rep
resenting the variable margin rate.

on the properties of a normal curve, serve as
devices for identifying significant deviations
from adopted norms. The plotting of per
formance values on such charts allows an
immediate visual evaluation of performance
against an adopted standard; significant de
viations may be noted as values outside the
control limits or as part of a non-random
trend developing within the limits. The
adopted standard should provide a realistic
norm for the measurement of subsequent per
formance; any adjustments to an experienced
norm should have a basis in fact in order
that the usefulness of the control mechanism
may be maintained.

Summary
A review of budget and control philosophies
provides a frame of reference for an examina
tion of the contributions of statistics and
accounting to the development of performance
standards. Certain reported experiments are
of interest to the would-be builder of per
formance models. The control chart furnishes
a logical control model. Control charts, based

OBSERVATIONS REGARDING WOMEN IN PUBLIC ACCOUNTING
(Continued from page 10)

Extremes

is to show that she is no better at typing or
xeroxing than her male cohorts.

Sometimes, women accountants have found
themselves in the unfortunate position, of being
asked to do clerical work unrelated to account
ing; for example, to type, operate the Xerox
machine, or relieve the telephone operator,
none of which are professional employment.
The young lady finding herself in this posi
tion has the problem of educating her em
ployer. Perhaps the most effective argument

Conclusion
A summary of the problems faced by the
woman in public accounting prepared by any
one else in the profession could certainly
differ from those outlined here. The im
portant thing is that in airing these problems
we can identify the real ones and, hopefully,
develop solutions to them.

AUTOMATED DATA PROCESSING

(Continued from page 12)

invoices, for customer statements, and for
inventory reports. Not only can they be used
to produce basic documents, but they can be
processed in many ways to produce summaries
to bring current information to management.
It is possible then to develop a partially in
tegrated system with punch card machines.
Although they have definite machine limita
tions, they still offer significant advantages
over manual systems. Many small- and
medium-sized companies find these machines
both useful and economically feasible; but as
the cost of computers continues to decline,
many firms will probably shift to electronic
equipment.
The next installment of this scries will deal
with electronic equipment.

Summary

In a manual bookkeeping system, informa
tion is recorded many times on different forms
and in various journals and ledgers. With
punch card machines there is far less manual
copying and recopying of data; therefore,
there are likely to be fewer errors. Once data
is punched in a card and verified, the informa
tion can be stored efficiently and permanent
ly. It can be sorted, merged, reproduced, and
printed on many reports. The punched card,
containing all of the details of a complete
transaction, is the basic building block for
a punched card data processing system. De
tailed customer cards showing purchases can
be used for daily sales reports, for customer
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Over 10,500 successful CPA candidates
have been coached by
International Accountants Society, Inc.

Donald R. Morrison, CPA,
President of IAS, says:

“If you don’t pass your CPA examination after
our CPA Coaching Course, we’ll coach you
without additional cost until you do!”
Any CPA will tell you it takes more than accounting
knowledge and experience to pass the CPA examination.
You must know the quick, correct way to apply your knowl
edge, under examination room conditions.
How you budget your exam time, for example —how you
approach each problem or question — how you decide,
quickly, the exact requirements for the solution — construct
an acceptable presentation — extract relevant data — and use
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can
help you. As of June 1, 1969, 10,559 former IAS students
who had obtained all or a part of their accounting training
through IAS had passed CPA examinations. Our CPA Coach
ing Course is proven so effective we can make this agree
ment with you:

“If any IAS CPA COACHING COURSE enrollee
fails to pass the CPA examination in any state
after meeting all the legal requirements of the
state as to residence, experience, preliminary edu
cation, etc., IAS will CONTINUE COACHING
WITHOUT ADDITIONAL COST until the en
rollee is successful.”

Approved under the GI Bill
The IAS CPA Coaching Course as well as the full IAS
accounting curriculum is approved under the GI Bill. You
start any time you please—there are no classes, no fixed en
rollment periods. So, you can make maximum use of the
time available, starting as soon as you enroll and continuing
right up to the examination dates.

Send today for free report
To get the complete story on how you (or some member
of your staff) can benefit from the proven IAS CPA Coach
ing Course, just fill out and mail the coupon below. No
obligation.

International Accountants Society, Inc.
A Home Study School Since 1903
Dept. 4F1-049, 209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching
Course. I understand there is no obligation.
Name.........................................................................

......

Address..........................................................................................
The IAS CPA Coaching Course is designed for busy ac
countants. You train at home in your spare time, at your own
pace. Most important, every lesson is examined and graded
by one of our faculty of CPA’s, who knows exactly the prob
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will
supply, at no extra cost, up to 30 additional elective assign
ments, complete with model answers, for brush up study.

City........ .............................................................
State............................................................... Zip

Employed by......................................................

Approved under the GI Bill.
□ Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.

